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Sir, 

In March last I presented to the predecessor of this House pn 
interim budget tor the year 1957-53 in order to obtain a vote on 
account to meet Government’s expenditure until the new Parliament 
assembled. The expenditure estimates I am presenting today are 
more or less the same as the ones 1 presented in March. They have, 
however, been reclassified in terms of the reorganised Ministries, 
and I there are a few new items to which I shall refer in the course 
lof my speech. 

2, A White Paper reviewing the major economic developments 
in the economy during 1956 and outlining the perspective against 
which policies for the current jpar have to be formulated was 
circulated along with the Budget papers in March last. Copies of 
that White Paper are being made available to Hon. Members. The 
broad analysis of economic trends given in the White Paper needs 
little modification in the light of subsequent da^a. I shall, however, 
review briefly the latest available economic indicators and attempt 
an assessment of emergent and prospective trends. 

3, Before I do so, I would say that the economic classification of 
the budget as it is now being presented will be issued' In 2 or 3 
djays’ time. We attempted this reclassification for the first time in 
March last, and we propose to continue the practice. But, the 
document will have to be released after the short time-interval 
needed for working into the tables the proposals I am now placing 
before the House today. 

Prices 

4, The White Paper of March last gave an analysis of the factors 
responsible for the upward pressure on prices during 1056. In 

( 151 ) 


r 52 THE GAZETTE OF INDIA EXTBAOHDINAI^' [Pait^ 

recent months, the index of A^hole^le prices has remained stable 
around 420. For the week eriaing April 27, it was 423'-5, which is a 
.rise of'8-5 per'pent d^rer the leVel a year ago. Rice prices are 
eSS'^'and wheat prices at|531; are' lld.'^ef cent and 16-^Mrr, 

cent respectively above the lev^proat dbtmned a Jrear ago, ‘'Prrees 
of industrial raw materials havisimsen by 9 per cent during the 
year', of semi-rnanufactures by' 5-3-per cent and of manufactures by 
2-4 per cent. The rising price trend is due in part to the insufficiency 
of food production in relation to the demand, and in part it is 
attributable to certain external factors, -There arc, however, clear 
signs of demands in the economy tuwdpg- to outstrip the supplies 
available. If unchecked, these trends cannot but gpt reflected in 
further increases in the cost of living and in the cost structure pf 
industries. 


iProductlon 

5. The latest available estimates of agricultural production indi¬ 
cate that the fall in production in 1955-56 was somewhat smaller 
than had been estimated earlier. The output of rice is now esti¬ 
mated at 26 dl million tons as compared to the earlier estimate of 
25:5 million tons, and the estimate for the total foodgrains output 
for the year has now been revised upwards from 63‘4 million tons 
to 64-8 million tons. Even so, the year shows a shortfall of some 
4 million tons as compared to 1953-54 and some 2 million tons as 
compared to 1954-55. The decline in foodgrains output in 1955-56 
waa mainly in respect of coarse grains, while the output of rice 
was higher and that of wheat only slightly lower than in the 
previous, year. 

6. The output of commercial crops shows no significant change 
relatively to the estimates given in the White Paper issued in March. 
The overall index of agricultural production, taking food crops and 
commercial crops together, would still show a fall of about 2 per 
cent in 1955-56 as compared to 1954-55. 

7. The estimates of the likely level of agriculiural production in 
1956-57 indicate that the outturn should, on the whole, be somewhat 
better than the previous year’s. The production of rice is expected to 
be around >28 million tons, that is, about 1-2 million tons better than 
in 1955-56, and of wheat about 8-6 million tons as compared to 8-3 
million tons in 1955-56. The output of coarse grains and pulses is 
estimated at about the same level as in 1955-56^ Among commercial 
crops, latest reports indicate that the production of cotton has 
increased by 20 per cent, groundnut by 6 por cent and sugarcane 
by about 17 per cent. Nevertheless, reports on the food situation in 
recent weeks indicate difficult conditions in some of the States, I 
would not like to minimise the gravity, of the situation as it obtains 
in these pockets. But statistically, it does seem that if at all there 
is an overall shortage, it is of a marginal character. With the 
arrangements that have been made for the import of foodgrains 
from abroad to meet our normal needs and with the availability of 
additional supplies under the P. L. 480 agreement, it should be 
possible to ensure adequate supplies to enable us to hold the price 
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Ipe. I would however ccnqede, that, the situation tYiU nce'd careful 
watphing and the apparatus necessary to dea,l with the situation as 
if ^^pvelops from time to time would have to^ be kept in readinfess. 

8. Industrial production has continued to'rise at an annual rate 
of about 8 per cent, the newer industries, both in the capital goods 
^nd irt the consumer goods sector advancing mope rapidly than the 

g lder industries. The pace at which industrial development has 
een proceeding is encouraging. In that process, it generates heavy 
demanjls on our foreign exchange resources for import of capital 
goods as well as raw materials. The immediate difficulties in 
respect of foreign exchange notwithstanding, it would be reason¬ 
able to hope that the rate of progress in the industrial sector will be 
maintained, 

9. The overall position that emerges from the review of produc¬ 
tion trends so far is that the supply of domestic goods and services' 
has, on the whole, shown only a modest improvement over the 
previous year, and that the rise in prices during the year reflects the 
pressure of a shortage in supplies relatively to the strength of the 
expan^yionarv factors in the economy generated by the rising levels 
of both public and private investmient. 

Monetary Factors 

. 10. Considered by itself, the increase in money supply over the 

last 12 months or so is not very large. Between the 13th April 1956, 
and the 12th April this year, it increased by about Rs. 132 crores. 
This increase, it must however be remembered, occurred in spite 
of the large balance of payments deficit which resulted in a precipi 
toU'. fall in the Reserve Bank’s foreign exchange holding’s. The 
jncrease in rupee securities held by the Reserve Bank works out 
at Rs. 273 crores over the pak twelve months. This is, clearly, 
an expansionary factor which reflects, in the main, the growing 
borrowings of Government from the Reserve Bank; in part, it arises 
from the pressure on commercial banks to replenish their resources 
by selling securities. Scheduled bank lending to the private sector 
was up by Rs. 147 crores during the year. The liquidity of the 
banks has in the process been strained and money rate.s have 
hardened. Stringency in the money market has continued. This 
stringency is a usual accompaniment of a phase of economic boom 
when investment tends to outrun savings; it is not an indication 
of an insufhcieno of the monetary media. An abatement of mone¬ 
tary stringency has at this stage to be sought not through a general 
increase m the supply of credit but through measures to prevent an 
excessive diversion of credit to less essential uses and through tha 
creation of special institutions or facilities for supplying selectively 
the type' of credit needed for priority developments. 

Foreign 'Exchange 

, 11, The major problem before the country is the large and con¬ 

tinuing strain on foreign exchange resources. Since the beginning 
of the fiscal year, 1956-57, there has been a persistent pressure on 
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the balance of payments resulting in a draft on the country’s foreign 
exchange resources of about Rs. 300 crores. Since, during this 
period, a credit of Rs. 60-7 crores was obtained from the International 
Monetary Fund, the fall in'the Reserve Bank’s holdings amounted 
to about Rs. 240 crores. 

12. The balance of payments for the first quarter of 1956-57 
showed a current account deficit of Rs. 445 crores; the deficit 
widened to Rs. 81-4 crores in the second quarter. For the third 
quarter for which data are now available, there was a further 
increase in the deficit which worked out at Rs. 84-8 crores. Exclude 
ing ‘official donations’ which enter into the current account, the 
deficits for the three quarters were R.s. 541 crores, Rs. 89-9 crores 
and Rs, 92-4 crores. Since January, 1957, further foreign exchange 
resources of the order of Rs. 86 crores have been used up. The 
foreign assets of the Reserve Bank now stand a little below Rs. 500 
crores. Despite the measures already taken to restrict imports, 
there is no indication yet of an abatement in the rate of drawals 
which averages Rs. 5 to 6 crores a week. This embarrassing ‘lag’ 
notwithstanding, the steps we have already taken and the further 
steps we shall take as necessary wdll, it is believed, begin to produce 
their effect before long. 

13. On a rough estimate, imports for the year, 1956-57 will 
aggregate to over Rs. 1000 crores, while exports will be around 
Rs. 650 crores. The bulk of the additional imports received during 
the year is for developmental purposes and should help strengthen 
the economy in due course. It is, however, obvious that foreign 
exchange expenditure has to be limited to the availability of 
resources, and the present imbalance in the country’s external 
account rectified. The various corrective measures adopted during 
the year were reviewed in the March White Paper; further action 
in the same direction which is necessary will, as I have just said, 
be taken. 

14. There is hardly any cushion left in our foreign exchange 
reserves to permit a further significant draft on them. The level of 
imports hereafter has necessarily to be regulated in the light of our 
current earnings and the inflow of supplemental resources we can 
secure from abroad and should be closely related to essential 
requirements of the high priority projects in the Plan. The import 
policy .for the second half of 1957-58 is being formulated with fhe 
objective of securing a further sizeable saving on imports. The 
large volume of imports of capital goods and of developmental 
commodities that has already come in should make it possible for 
investment within the economy to go forward for a time at a satis¬ 
factory rate and care will be taken to allow such imports as are 
necessary for getting the benefit of whatever equipment has been 
obtained and for maintaining production at a reasonable level. It 
would, however, be idle to pretend that all hardship can be avoided. 
The exigencies of the situation require that a balance on external 
account must be restored as early as possible, and the necessary 
price has to be paid. 
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15. An improvement in the balance of payments situation is, I 
should add, largely conditional upon the adoption of domestic 
policies designed to hold inflationary pressures in check. An excess 
of purchasing power within the economy raises internal prices; it 
also reduces the availability of supplies for export and pushes up the 
demand for imports. It is, therefore, necessary to orient fiscal and 
monetary policies to the keeping down of domestic consumption and 
to the diversion of a part of the domestic output to export markets. 
I may mention in this connection that the exports of cotton textiles 
in the first three months of 1957 have reached a total of 260 million 
yards, which gives an annual rate of over 1000 million yards. The 
increase in excise duty on cloth in September last has it seemg 
succeeded in one of its objectives without raising prices in the' 
process. We should constantly be on the watch for similar oppor¬ 
tunities to enlarge our foreign exchange earnings. 

16- After this broad review of the latest economic trends, I should 
now like to give an account of the budget estimates for 1957-58. 

17. In the estimates presented on the 19th March 1957, revenue 
was taken at Rs. 636-22 crores and expenditure at Rs. 663-09 crores, 
leaving a deficit, on revenue account, of Rs. 26-87 crores. As a result 
of certain modifications which have since been found to be necessary, 
revenue deficit, on the basis of existing taxation, is now estimated to 
increase by Rs. 6-25 crores. This is as a result of a reduction of 
Rs. 1-25 crores in the net contribution of the Posts and Telegraphs 
Department tO' General Revenues and an increase in expenditure 
of Rs. 5 crores. 

18. The reduction in the Posts and Telegraphs contribution is du® 
to an additional provision of Rs. 1-25 crores for the Renewals 
Reserve Fund. A bread examination has revealed that the provision 
made in recent years for depreciation and replacement of assets has 
been very inadequate and that at least 2 75 per cent of the capital 
at charge should be provided as a depreciation reserve. Provision 
made this year amounts to Rs. 125 crores which represents only 1-25 
per cent on the capital at charge of about Rs, 100 crores, Pending a 
detailed examination, the provision is now being doubled for the 
current year. 

19. The increase in expenditure is accounted for by three items. 
The first is a provision of Rs. 3-12 crores for grants to the Khadi and 
Village Industries Commission for development of Ambar Charkha. 
A programme for the introduction of 75,000 Ambar Charkhas was 
started last year.. The results of this nrogramme have been reviewed 
recenily and it has been ib cided to continue and expand it further 
during 1957-58. For th^ present, the expanded programme provides 
for the introduction rf an additional 90 000 Ambar Charkhas. The 
total cost of this programme, during the current year, is e^itimated 
at Rs. 10-09 crores of '\>hich Rs. 312 cror^^s will be by way of grants 
and the balance by v. ly of loans to the Commission. 

20. The second item is a grant of Rs. 155 crores to the Govern¬ 
ment of Assam towards the extra expenditure vdiich they have h.-io 
to incur recently for the maintenance of law and order as a result ot 



156 THE G^ETTE OF INDIA EXTRAORDINARY [Part I 


the disturbances in certain border areas- The State Government 
have had to incur latge expenditure on providing relief to the 
affected population,* borrowing police forces from other States and 
constructing roads and br'dges -to facilitate- communications. This 
abnormal expenditure has caused a great strain, on the State's 
Resources and tbe Government of India have agreed to meet 50 
Pgr cent of the cost of relief measures and of roads and bridges 
and the entire expenditure on the police b&iTowed from other States. 

21. The last item is a provision of Rs. 33 lakhs for inc.dental 
expenditure on transport etc^, in connection with the return of Lend- 
Lease silver to the Government of U.S.A. During the last War, the 
U.S. Government leased 226 million fine otmees of silver to the 
Government of India to be returned five years after the termination 
of the emergency. The liability for the return of this silver was 
divided between Irdia and Pakistan, India’s share being approxi¬ 
mately 172 million fine ounces. It has now been agreed that the 
GovernmCht of India Would make immediate agrrangement for the 
shipment of 50 million fine ounces of silver and that the balance of 
122 million fine ounces should be made available in the form of 
quaternary alloy coins. The cost of shipmcrlt of fine Silver would 
"be borne by the' Gdyerhment of India while the alloy silver Would 
ba f delivered in India' and the U.S. Government' Would meet all cost 
of ‘handling, transport and defining and also retain the metals re¬ 
covered in the refilling process. 

22. fOn.- the capital account, the estimates presented in Marfch last 
provided for an outgo of Rs. 772 21 crores for capital expenditure 
and Igans to State Qovernmenfs and,(?lhers. As stated earlier, an 
addition;'of ft?. 6-97 cyorgs* hb'W hedhlrfed‘ ftir .loans tp Khad,! and 
Village Indtigtncs .Cc^nmfssion ■fof”'thl''Afeblir‘■Chafkha ^’fi'ib'grainiTfk 

,23. A provision of Rs. 15 'crOros is being made for loans to fbe 
Refinance'^ Cdf’pcThfidh'fwdich''‘ife propos("d to be constituted shortly. 
Thh' Agricultural Commodities Agreement between the Government 
i^ fnHi^'hhd U.S.A.,upde^c Amgricah thiblic Law 480 provided, among 
othet'‘''t!hiJtgjs. tl[at, a'.-syrn _qf about jB's. 26 ctores would be reserved 
for fe-londing'^P -private "Enterprise in India through Established 
banking facilities. As a result of subsequent discussions with the 
U.SAi authorities, a^agbqgp.gyolved for channelling these^ 
funds through a Refinano^''(!J^Qgjjqfiaiiop,^-V|/hich will provide re-lend¬ 
ing facilitks against loans'gjigoii, ,by_^,jndian Ranks. The Corporatiofi 
is proposed,to be Cpust 4 tu^^l^ ^ ^ eompaq^^ .under the 

ComfJqnies Act, .1956, iniiially-with aq ordinary share chpitRl of'Rs* 
12-65 crores r'to--be subscribed by flj® , tR'-’Serve Bank of'ilniiia,'''■the 
State ,pank -of India, dhe Ljfe Iij^surance Corporation of India and' 
abciul Xi from- amongst, the d-argB-r 6 ;ql)eduled banks in India. It is 
anticipated that the.)CorpcH'atiDniwill require loans from the Govern¬ 
ment of India out of the earmraked funds relating to the P. L. 480 
Agreement, to the extent of about Rs. 15 crores during the current 
financial year. 

,24.- -Another provision of Rs. 50'lakhs- is being madE for invest-' 
meptWn the Bhafe* cafpital'of the Export Risk Insurance' Corporation' 

y 
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The Corporation Will be-registered under tbe Indian Cormanies Act 
as ^ Private Limited Company with an authorised capital of Ks 2-5 
crores and paid-lip cnpithl-bf Rs. 50 lakhs. The miximum risks 
which the Corporation should carry rrill be 10 times the ^subscribed 
capital and tbc reserve built by it. In setting uo the Corporation 
to introduce a sch'orae ef e ip&rt i „k insurance in India, the Govern¬ 
ment oi India have been equated by the- desme to ]) ace the Indian 
exporter on even term^ 'vitJi exp.msrs of oilier countines, v/ho are 
aided by similar schemes in their countr'es 

25. These three items oii Capital account will aggregate Rs. 22-47 
crores. Against this Capnal receipts ai e nmv e cpecleJ to impiove 
by Rs. 25 82 crores. Of'tnic mcrcise, Rs c crui.is respr/sent the 
additional poplnbirtion to the Rail wav D'^e lu'in Pi ’d which 
has been, announced in Re R nlway Ludner p- i-Mied on 1he 14th 
May 1.157, and Rs. 127 ciores I’-’e ado a >' c s'; ilisb (irciusive 
of interesi) to the P^.jtL and Telegra^hs. renei-a s Rr..eLve Fund 
mentioned earlier. The bJirce o'" P-, i> cr >es is on wcourt of 
assistance undai Iho d grjcultural Comirioulies 'Igrcem^it vith the 
U.S.A. which is-now Ciu mated at Ks u5 enu-t, w'aai ^ Lt -• cri'dit 
of Rs 50 crore .3 awume 1 cnrlie’", the tf>tal j‘Dreir<"r i i(f 1 1 s am w ■'t" ig 
to Rs. 150 crores, In th-- i,-,' .ilt, there Wiii bo a nulycc .ip^ of Rs. 3*36 
crores on Capital account 

■^G. Tkkmg-the P'*'V'''nu? end Capital accounts-together, the over¬ 
all, ddficit of Rs.^’!f65 erer.3 estimatfed eniber ^,iil nov; lULrease by 
Ils*2 89 ctorcs to Rsa 337 C9 crcrcs 

I- 1, i ,.\*uj.^ ,’,i,Aasc''--'W-"'R 

*27 The review of erft^iom'c condilnnK ,nnd o" the 
position bednet year k,hews clcaqt.i thatjvh’le 

more rt.'-jiirciS for m.': v' Cr i'creasutg d m-yd^ c-f 

the-iiiv ,'me'-it program‘•he, both public i?nd mivate, fhe eacutomy is 
not* ^nerS-tlnfr 'the ‘ nee, .,saiv savmg'f Bud'^Caf, d G sits,rapid 
expan non of bar.k ciedit, continued pressure on p ’d. ■ hirce 

ba^npe-of paymeni-s dehcit—iheso t^ien together—connote a defi- 
cie^gyi.of voluntary sai/ings rtlnlivcly to the rize of the“''jTrV'cst,mepts 
being milderIpkenr Puith-T, tue emery,eg piessureS ,Ii'->'/e to be 
ju^ed in ’.t^lutlon to I he requirement", t rer the en}4le Hai period. 
Expenditure on the Plan has inevitably to be si^epped. ifp \ear by 
yeigp:, and tiie strain on 1he coijntry’s re"our.:cs will.m the 
period'that must elapse before-the investmEntg by,hg pjade come 
to^frpition. Thp^e (lema'ids on^dlm economy can bs'*mct ,3ucc .ssrilly 
only by^sustained elfori at ipcreas ng pri>d,vctivity and raooilising 
savings cn a national -calc gS multancously. iV is'essential that the 
pac# of mves|meiit, .both irythe public ahcL private sectors,^ is kept 
in regscnable relationship t® the progress ipade in enlarging domes¬ 
tic.savings ar^ sccur ng ^ inflow of px-teTMl finance adequate to 
mee, the foreign exchange requirements of the programmes in hand 
This is the setting against which the policies and proposals that I 
propse to place before the Housei have to he judged. 

Credit Policy 

28, The first item 6f policy I wish to consider is credit policy. I 
referred earlier to tWh expansion of -bank credit that has taken place 
over the last twelve months and the consequent strain this has 
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imposed on the liquidity of the banking system. In the last few 
years the tempo of investment activity in the private sector has been 
steadily rising, and more recently there is eviderce of a marked 
quickening of this tempo. This has entailed larger demands on the 
bank ng system by trade and industry. The credit advar ced by 
scheduled banks rose during the year 1956 by Rs. 153 crorcs to a 
record level ol fis 783 crorc':, and in the first four months of this 
year, ii has risen by another fis. 119 crores. The deposit resources of 
bank.! have not gone up to a corresponding extent. As a result, 
there has been an acute stringency of funds in the money market 
and an appreciable increase in the call money rate and the lending 
and deposit rates of banks. Considering the overall trends in ire 
economy, the remedy for a situation of this nature is not an cut- 
right increase in the suppl 5 '' of money and credit to the extent of 
the demand but a cautious and orderly expansion to meet genuine 
needs, accompanied by measures to prevent an excessive diversion 
of credit to less essential uses. 

29. Against this background the Reserve Bank has been pursuing, 
a policy designed to moderate the inflationary possibilities of a large 
credit increase through general and selective credit restraint— 
without at the same time denying credit to essential lines of activity. 
This policy of judicious restraint took the form of an increase m 
the bank’s lending rates; the rate on advances under the bill market 
icheme was raised in two-stages in March and November, 1956 from 
9 to 3-1/2 per cent, and in February this year by an enhancement 
Of the stamp duty on usance bills which increased the effective rate- 
of borrowing by banks to 4 per cent. Simultaneously, the bank 
increased its rate on advances against Government securities to 4 
per cent, tn addition, as it appeared that speculative trading 
pa^rticularly in essential commodities In short srppdes like food- 
grain.s, absorbed some portion of bank credit, the Reserve Bank 
esued directives with a view to regulating advances against such 
commodities. 

30. These measures have generally beeh effective. Ip the busy 
seasoh now Coming to a close credit extended has been of a some¬ 
what smaller order than in the last busy season. The technique of 
selective control has had some effect on the level of bank credit;: 
tt restrained the rise in prices hi the Sectors to which it was 
directed and has helped in channelling resources to more desirable 
outlets. It must be emphasised that the Reserve Bank’s policy has 
not been one of mere restriction of overall credit; in fact, it has 
been one of ensuring controlled expansion—a process which has 
been helped in particular by the liberalisation of the bank’s credit 
facilities under the bill market scheme and also through its open 
market policy. The expanded facilities under bill market scheme 
could be availed of by banks on a larger scale by a greater accretion 
to their deposit resources. Some progress has been achieved in this 
respect, but, I feel that a greater effort on the part of the banks toi 
attract resources especially by reaching classes which have not yet 
developed the banking habit is called for. 

31. In view of the ircreasing tempo of developmental activity 
programmes for the current year and in the succeeding years, I ant 
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convinced that credit policy should continue to be directed towards 
moderating the pressure of demand for funds without at the same' 
time hampering essential lines of productive activity. It is in this 
context that the Reserve Bank has been continuously keeping its 
bank rate under review. Earlier today, the bank announced an 
increase in the bank rate from 3-1/2 to 4 per cent. As the effective 
lending rate of the Reserve Bank to scheduled banks has been 4 
per cent, for some months now and the markets have had sufficient 
time to adjust themselves to this rate, this seems an opportune 
moment for rationalising the lending rate structure of the Reserve 
Bank by raising the bank rate itself. There are other considerations 
also which indicate the desirability of making this adjustment in 
the bank rate at this stage. I am not unaware of the limitations of 
the bank rate as an effective weapon in a developing economy. 
Nevertheless, an increase in the bank rate should assist the Reserve 
Bank in its task of moderating the pressure of demand for credit. 
While the Bank’s latest decision might appear to be only a formal' 
recognition of a dejacto situation, it is an action in keeping with 
the analysis of the economic situation. I have presented today, tn 
curb the inflationary potential in the economy. In view of the^ 
increase in the bank rate, there is no longer the need to keep the 
stamp duty on usance bills at existing levels, and I am therefore 
reducing it with immediate effect to 50 Naye Raise per Ra. 1,000/- 
for three months. 

32. I may mention once again, in this context, the steps we lune 
taking to set up a Refinance Corporation to cater to medium temt 
needs of industry. This Corporation will in ttae, I hope, fill » 
lAcima in our existing system of Industrial financing. This is an^ 
instance of the positive aspects of the policy of controlled expansion^ 
which I have mentioned a little while ago, 

Incentivea f«r Small Savingg 

33. This brings me to my next point, which relates to smalT 

savings. In the ultimate analysis, the limit to expansion In the 
economy Is set by the availability of savings, and in a country like- 
ours where the banking habit is undeveloped, small savings have a 
special role to fill. Taking the first Plan ^i4ed as a the 

progress of the small savings mov«nent has been encouraging. The 
target for the Second Plan requires substantial stepping ^ of 
collections year by year and I am anxious to ensure a sufficient 
incentive for the investor in small savings in all forms. The small 
savings movement is to my mind more than a way of collecting 
money; it is a scheme for spreading the habit of thrift and of ‘ 
encouraging partlcipetion by the common man in the Plan effort. 

I wish ,to take this opportunity to appeal to every family whether 
in the xuban or in the r^iral areas to save more and make the small’ 
savings movement a success. 

34. While the campaign for small savings has to be intensified, I 
propose also to increase the rate of interest on small savings invest¬ 
ments with effect from the 1st of June 1957. Briefly, I have decided 
to increase the rate of interest on Post Office Savings Bank accounts 
hv 1/2 ner cent and to have a new series of 12 years certificates t* 
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be called National Plan Savings Certificates in replacement of the 
present National Savings Certilic&teg and Natiop^l Plan Certificates. 
The int'^Sst on Savings Bank accounts will now be 2-1/2 per cent, 
on balances up to Rs. 10,000 and 2 per cent op l^plances m excess 
up to Rs. 1.5,000 in the case of individuals an(J„,2 per oppt. ,pn balances 
in the public accounts. There wilRbe only two twes o| savings 
certificates hereafter; (i) the National Plan Savings Certificate .with 
a maturity of 12 years and (ii) 'the Treasury Savings Deposit Certi¬ 
ficate With a maturity of 10 years. The yield on both these will be 
increased; for the former to 4-25 per cept. compound interest, at 
the end of 12 years and for the latter to 4 per ,c:it at the end of 
10 years. Both these certificatf will be tax-exemp,tr i For people 
Who hold these certifiratcs for p.’iods lesg^fhan 12 yearg. the yield 
will be suitably adjusted. For e i.ample, Rs, 100 invested in a 
National Plan Savrngs Certificate will becordo Rs 127 at the end of 
7 years, Rs. 148 at the end of 10 years and Rs. Ibj at the end of 12 
years. In. the case of the Treasury SaYingSe Deposit .Certificates 
interest is paid every yew but an adjustment' D mgde in the event 
of the holder deciding to encash it before matnrity. In the case 
of National "R4gp;’SavingS'CertifiealjiBf^fi; period ftfe^non-cashability 
will be -fixed’' 12 mon'tfesi - The fufl^n isgpjfi of t- National Plan 
Certificates and yeara(t*-N»6iQnal Savings CertiiScgtes;,"5vin be dis- 
'crmtinued.**^ 


Foreign Exchange Policy 


" '35. Fjj, 
1 j| a way- 
are deic ' 
pbs&ible? 


ftl atttl: 
jai wi 
red t 

havh'R^'m 



resources refiuired’and I 


■t.ary pplicj^^ai this ^^'52 b.e'designed 

kft it beyond uou'o&EiidO^lfD^ part, 
ou^.bfer^to yElement.^lly as 




irhe hr 




which reflect this determination. D is clem*, Tnlyf,?, jr, Rhat the 


problem is not merely one of raising more^doprgglic resources but 
also of finding ways and means To conserve and gpcondly to 

augment our Jpreign exchange re.soucces-in,^keepiiig^i^ .the large 
requircniepig'‘.pf'th,e :^an. - Tfip .st^,',w^.aiLe .Jaiking,in't^ field of 
domestic policy iapRJped, reacbijoneficially .on oUr 

foreign eif:ER^gje .position a.s welki^bijLt ^i@.^latt^is, -admittecR^, a 
ippre ^.difilqLifijprqblem. What wet c^jia ewn 'tey*'of:.^orjeign 
exchange our not. a. matter Entirely4p our hands;' it 


depends on, the tien^oF pri|^ anc 


'Sinqila^ly, .Jhe 


prices ive h^iye^fo p^. for dur im^ts apb 'beyj^d..our con^Uand 
mi that we can, do i? -te .Itinit the volume of aqf-..ii»poifts^ H^re 
agafny there arg probl^dis-j' J/he cuts we impqsg^pn import.s..i)^me 
effective only after a,.time^g. Moreover, a deiploping ecohomy 
needs inprea^ing. injPQrts and'there i^ danger, in.n restrictive,import 
policy, 0 ^ ynRjfding the flow' qf imports needed for the very purpose 
of develppment. Fojreign exchange policy is thus a matteryif delicate 
"balancing and it is a balancing if I may say so, in which gl^&vourable 
turn of the wind could make a material difference. 


36. In the ^iarch White Paper the various measures, taken to 
save and conserve foreign, exchange have been Jiated,lpTl^ .import 
programme for fhe first half of this year involved co'nsiderable cuts 
in^ imports, and.jfig process will, X.„aip afraid, have fo be parried 
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■considerably farther in the import programme for the second half of 
iiie year, Govefnment have alreafly Announced their policy in regard 
to licensing of capital goods imports Private investors are being 
encouraged IcC^ek medium'term credits from abroad and to invite 
foreign enterprise to asdoWatd itself increasingly with Indian enter¬ 
prise, We have in front of us a rather difficult period and we will 
have to exercise the utmost caution and vigilance in the matter of 
imports while taking every possible step to increase our export 
■earnings. The fact that in the last twelve months the level of 
imports has been exceptionally high warrants the presumption that 
the economy caii'piit up with sizeable import cuts for some time 
to come without serious dislocation. At any rate, I wish to reiterate 
the Gdvernment’s determination to restore-a position of bettfer 
balance in external account as early as possible, 

37. An UncLer-dOveloped economy which, laimches upon pro- 
grarhme of industrialisation suffers ffom the inevitable handicap 
■of having to import from aboard, all'or practically all, of the equip- 
rpent and capital goods that jt nee,d!^ to make the rigjrt ^tart. Never¬ 
theless, a st^t has to be made and In the process risks have to be 
undertaken. In the nature of things jt is not possible to chalk out 
the course of pblicy and action ia the field of foreign ex;change with 
the ^ame precision or detail ds in case of domestic policy. The 
aecorid five year plan inyolVee heavy foreign exchange expenditure 
and thfe‘estimated gap in'thfe'balance of payments has widened partly 
because fri fcome fespecIS the initial estimates Were’ oh the low side 
■and partly because of the rise in prices abroad. This gap is by 
no mefuis easy to fill. We shall'have to make our best effort along 
the lines I have mentioned. At the same time, we' must recognise 
thal external resources oh a considerable scale-will b‘e necessary in 
ordm' to enable us to see through the developmental tasks we have 
taken in hand. Given reasonable effort all along the line on our 
part, ^e shall, I‘khl confident, get over the transitional difficulties 
that' 'ard confrontihg us at present. 

The Plan 

38. The estinfates of required outlay have gone up since the 
Plan was forlpulated. The fulfilment of the Plan to schedule 
postulates, ln'te!f alia, the availability of external resources on a consi¬ 
derable scale;' and the need ftw these resources is the greatest in 
the earlier part of the Plan. Evidently, shortfalls in this respect 
cannot be made good by U'draft on'domestic resources. We have 

aspect of the problem under '■ continuous'' review. It is not 
possible to say at this stage to what extent the progress of the 
pr^ Will be affected because Of foreign exchange shortage. The 
corq of the- Plan is steel,* Poal. transport and ancillary power. With 
thp External assistance that has u .--m ■ already promised and with 
further sdbport from the Internatibhar Bank' and other sources, we 
sh^l, 1 think, be able to carry through the projects in this “core”. 
This gi^p of programme^'-has'the highest priority in-view of its 
bearingflih further development. But, in regard to other projects, 
esp_ecially thpse for which no external resources are specifically 
WTthcoming,'and-which are not otherwise of-high priority, it would 
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be prudent for us not to make fresh commitments for some time- 
until the outlook becomes clearer and we have more assurance of 
our being able to find the foreign exchange resources needed for 
them. Some rephasing of the Plan is thus, inevitable, but, if as I 
hope, the balance of payments situation takes a turn for the better 
before long and if we succeed in securing adequate external' 
resources, the achievement on the Plan should not fall much 
behind schedule. 

39. Even if the Plan did not ecounter difficulties in certain 
sectors—^which it does—a rephasing of it might be necessary in 
certain parts. The rapid development of the country in the last 
few years has made it incumbent on our part to give closer attention 
to the socio-economic objectives of the Plan. The Plan has set to 
itself the objective of increasing national income progressively 
over a period of 15 to 20 years. The urgency of development is 
related to the need for raising living standards all round and for 
creating an environment in which democratic values and ways of 
life take root and gather strength. To those who regard the Plan 
as too ambitious, I would respectfully submit that they should 
take a good look at the liv'ng conditions of the bulk of our people. 
If they would only do this, I am sure they will, along with me, bs 
able to see the several directions in which the Plan is inadequate. 
In the last few years there has been some visible improvement in 
the standards of nutrition and probably, of clothing. The housing 
conditiens and environmental hygiene in urban and rural area^ of 
the low income groups are deplorable; the slums in our cities are 
a disgrace to any soe'ety which claim's to be considered civilised. 
I am deeply anxious to see that the Plan is strengthened in this 
respect. 

40. Let us not forget that the very fact that a measure of 
success has been achieved already in raising living standards makes 
it all the more urgent that the process be carried forward with 
vigour and determination. The millions in India have woken up 
to new desires and new wants for the first time in many genera¬ 
tions. With knowledge that a better future for all is possible has 
come the aspiration that the desired improvements should take 
place without delay. Whether it is the demand of industrial labour 
for higher wages and better housing conditions, or of low-paid 
teachers and government employees for a fair deal and greater 
seemity—all these are but manifestations of the new awakening 
and of the new striving for an economic future which is consistent 
with the dignity of the citizens of a free society. One cannot 
merely shrug one’s shoulders in the midst of such a situation and 
say that all these things must wait till somehow or other the 
financial situation in the countrv improves. Whatever the difficul¬ 
ties of the moment, the demands of the people—especially of the 
low-income groups—must be assessed carefully and met to the 
maximum possible extent. Admittedly, there has to be some order 
of priorities in dealing with the legitimate but innumerable claims 
of the people. Even among the less fortunate sections of tlie society, 
there are at present wide disparities in income and it is essential 
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that the needs of some should take precedence over those of others. 
The employees of State Governments and local bodies, for example 
who are also doing great national service enjoy conditions of service 
which are less favourable than those for Central Government 
employees. I would humbly venture the claim that the Central 
Government have taken a lead recently in bettering the conditions 
of these people; but in view of the somewhat strained finances of 
many States, we have not been able to make much headway. The 
jwint remains that in attempting to improve the living conditions 
of the people, every care has to be taken to make a beginning 
where it is most needed. I am also aware that the claims of invest¬ 
ment should npt go overboard in attempting a speedy improvement 
in the living conditions. But when all the concessions to reality 
are made, the fact remains that to pronounce that our present plan 
is too ambitious would be a declaration of defeat in advance. The 
tasks we have in hand are worthwhile. Their successful completion 
will make a significant contribution to further development. There 
should be no stinting of effort or sacrifice in the furtherance of 
these tasks. 

41. Tiie Plan is the main theme and the dominant concern of aU 
our thinking and policy-formulation. It could not be otherwise in 
a country which accepts development as its topmost priority. The 
Plan has run into d fficulties, but I see no warrant for alarm or 
panic. What is required is preparedness to make the necessary 
sacrifices, and courage and resourcefulness in handling the problems 
that arise in the course of its implementation. 


Taxation Policy 

42. This brings me to the most crucial aspect of economic policy. 
viz., taxation. I should like first to enumerate briefly the objectives 
of our taxation policy before I come to taxation proposals for the 

‘year. Taxation policy and proposals at this juncture have to be shap¬ 
ed in the light of the following criteria: — 

(a) They must produce a sizeable addition to public revenues; 

(b) they must provide incentives for larger earnings and 

more savings; 

(c) they must restrain consumption over a fairly wide field 

so as to keep in check Uomestic inflationary 
pressures and to release the resources required for 
investment; and 

(d) they must initiate such changes in the tax structure as 

would make tax yields progressively more responsive 
to Increased Incomes and facilitate an orderly develop¬ 
ment of the economy with due regard to the social objec¬ 
tives we have adopted 

43 . As I stated in my Budget speech in March last, the overall 
Tsmiiwtary deficit of Rs. 365 crores which I left imcovered then is 
tbo large in the context of the present economic situation. The 
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Changes which I am now incorporating in this Budget l^ave this 
initi^ deficit practically unchanged^ and I think it os for us 

to find ways and means of bringing down this deficit si^jficantly. 
The other criteria of policy which I have just mentioned ne^ 
hardly be elaborated but their application, I hope, will ^be clear as 
I proceed with the elucidation of my tax proposals for th|p year. . 

Indirect Taxation 

44. I might begin first with my proposals.in the'field of indirect 
taxation. Taking Customs first, it will be appreciated that the 
scope for raising additional revenues from thgip is limited. Hon. 
Members are aware of the sex'ere restrictions weVhave imposed on 
imports in order to curtail our foreign exchange expenditure. More¬ 
over, import duties on most of the so-called luxury articles are' 
already fairly high and the duties on capital goods ^d industrial rawr 
materials have necessarily to be kept as low "aA possible. Tne 
proposals I have made envisage the raising of the rates of duty by 
small amounts on about 90 items. I have also taken this oppor¬ 
tunity to rationalise the rates in the Customs Tariff which run into 
several hundred items. There is considerable diversity, in these 
rates which is of no real significance and is in fact administratively 
cumbrous. I have tried to give the tariff rates a simpler form and 
in this process the surcharges have been merged into the basic rates. 

I have also availed myself of this opportunity to convert the rates 
of duty both in the import and thp export tariff in terms of decimal 
coinage. No other change is being made jn the export duties. 
Altogether, my proposals in respect of import duties will yield a 
revenue of about Rs. 6 crores spread over a large number ot items, 
too numerous to mention here. 

45. Excise Duties .—I now come to Union Ekciise Duties, I may 
say at once that I have fairly substantial proposals under this head, 
and in doing so, I have in mind the double objective of restraining 
consumption and of giving a fillip to exports, f propose the follow¬ 
ing increases; — 

(i) Motor spirit.—The existing exqise duty which works out 

at 98 N. P, per Imperial Gallon inclusive of surcharge 
be raised to 125 N.P. per Imperial Gallon, This will 
yield an additional revenue of Rs. 6'65 crores in a full 
year. 

(ii) Refined Diesel Oil .—-The existing duty of 25 N. P, per 

I. G. be raised to 40 N. P. per I. G. This is estimated 
to yield Rs. 1'90 crores in a full year. 

(iii) Diesel oil, not otherwise specified .—The duty be raised' 

from Rs. 30 per ton to Rs, 40 per ton, the additional 
yield from which over a year is estimated at Rs. 35 
lakhs. 

(iv) Kerosene,—The existing duty of 18:75 U. P. pbr I. G. )3e- 

increased fractionally to 20 N. P. per I. G. ’This yrljl 
yield Rs, 20 lakhs in a full yeeu". 
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(v) duty of R3’,-'!i'"|5@?’ton be raised to 
.ttte estimated 5 ffitt&hl'’XWlPcl being Rs. 6' 7 

c^br^^ 

(vi) Steei In^gots.—The existing duty bf‘'Rs.'4 pel'^'ton be raised 

to per ton, “yielding on ^n annual basis Rs, 5 7 

croreSff”’^ 

(vii) Sugar. —The, existing duty of Rs. 5'62 per cwt. be raised 
to Rs 11'25 per*"cwt- This will yield Rs. 18'55 crores in 
a full year. 

(viii) Vegpiahle non-p^^enJial oils .—The duty of Rs. 70 oer ton 
be raised to Rs. 112 per ton. This will mean an increase 
from about .8 NP. per lb. The estimated yield 

on this account is Rs.;.S'l& crorcs in a year. 

(ix) Tea —The duty be raised as follows: — 

(a) loose tea—from 6'25 NT*, per lb. to 10 N.P. per lb. 

(b) package tea conyerted from duty paid loose te.a— from 

18'75 N.P. per lb. to 35 N.P. per lb. 

(c) packA^e tea—from 25 N.P. lb. to 45 N.P. per lb. 

This will yield iin add tional reyenue of Rs. 2 ■ 45 crores m a year. 

(x) Coffee .—The existing duty be raised from 18 • 75 N.P. per 

lb. to 35 N P. per lb., the estimated additional yield 
being Rs. 80 lakhs. 

(xi) Unmanufactured tobacco. —The duty be raised as under: — 

(a) -f other than tlue-cured and used for the manufacture 

of cigarettes rr smoking mixtures for pipes and 
cigarettes—from 56 N.P. per lb. to 75 N.P. per lb, 

(b) if not flue-cured and not actually used for the manufac¬ 

ture of cigarettes or smoking mixtures for pipes and 
cigarettes and such tobacco cured in whole leaf form 
and packed or tied in bundles, hanks or bunches or in 
the form of twists or coils—from 37 N.P per lb. to 
50 N.P. per lb. 

(c) if other than flue-cured and not otherwise specifled— 

from 87 N.P. per lb. to 100 N.P. per lb. 


The additional yield from these increases aggregates Rs. 6-15 
crores in a full year. 
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(xii) Matches."The existing duties be raised so as to permit of 
sale of match boxes at 6 N.P. and 4 N.P. per match box 
of 60’s and 40 ’b respectively. The gain to revenues in a 
full year by these increases is estimated at Rs. 6'2 
crores. 

(xiii) Paper ,—My proposals involve an increase in the existing 
duty on various types of paper, the aggregate additions 
yield being estimated at 2 crores on an annual basis. 

46. These proposals in respect of Central Excise Duties are esti¬ 
mated to yield Rs. 60*80 crores in a full year. For the remaining 
part of the current year, their yield is estimated at Rs. 53‘20 crores, 
■ out of which the share of the States will be about Rs. 4-2 crores 
in respect of tobacco and matches. 

47. In recommending these increases, T have kept in mind the 
need for a balanced increase among the various items I have listed. 
The increases proposed in respect of cement and steel are large, 
but they are warranted by the rapid increase in the demand for 
them within the economy and the situation of growing shortage and 
the consequent increase in retail prices which we are facing. The 
increase in the duty on sugar has the same objective as the increase 
we made last year in the excise duty on cloth, namely, to restrain 
domestic consumption in the interest of larger exports. In the case 
of matches, the existing duties were fixed with a view to ensuring 
sale at 3 pice per matcti box of 60’s and 2 pice per match box of 40’s. 
Under the decimal coinage system the equivalent of these prices 
comes t > 4'7 N.P. and 3'1 N.P, lor.pcctively and this would have 
meant in efiect a retail price oi 5 N.P. and 3 N.P, respectively. Wiih 
the increase in the excise duty now proposed, the retail price will 
be 6 N.P. and 4 N.P, respectively. 

48. As regards tobacco, it is known that a Tobacco Expert Com¬ 
mittee was appointed in January, 1956 under the chairmanship of 
Shri Raghuramiah, M.P., to review the procedure adopted in apply¬ 
ing the criterion for assessment of unmanufactured tobacco. The 
Committee after careful consideration of the problem has recom¬ 
mended that the criterion of ‘capability’ of use for manufacture 
of bidis should be revised by the criterion of ‘physical form’ of 
tobacco other than flue-cured for purposes of assessment. Accord¬ 
ingly, such tobacco is proposed to be reclassified on the basis sug¬ 
gested by the Committee. For revenue purposes, the rates of 
duties on such tobacco are also being somewhat enhanced. With 
the proposed increase in the rate of duty on these two types of 
tobacco the rate of excise duty on unmanufactured tobacco for use 
in the manufacture of cigarettes is also being proportionately raised. 

49. The tariff relating to paper has been re-arranged with a view 
to greater rationalisation and to absorb the higher profit margins 
now developing in the retail trade and the rates of excise duty 
which had been kept deliberately low in the initial stages are being 
' enhanced. 

50. Finally, following the increases in the rates of excise duty 
on vegetable non-essential oils and strawboards and millboards, the 
existing slab exemption in favour of small producers of these 

^commodities are being suitably revised by executive notifications. 
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Direct Taxation 

61. I turn noiY to direct taxation. Firstly, I propose to made 
certain adjustmente in personal income-tax and super-tax rates. 
Till now, these changes have followed a standard pattern which I 
think, needs a fundamental change. It is necessary to recognise thAt 
the basic rates should apply to the person who earns his income, 
that is, Sweats and toils for it, and that others who derive their 
income from property and investments, that is, without makirm any 
direct effort should be made to pay more by a surcharge. Under 
the present system there is no provision for earned income allowance 
for super-tax. For income-tax there is an allowance of 20 per cent 
subject to a maximum of Rs. 4,000 for earned incomes not exceeding 
Rs. 25,000. For incomes in excess of this amount, the allowance of 
Rs. 4,000 is reduced at the rate of 20 per cent of the excess over 
Rs. 25,000 so that for an earned income of Rs. 45,000 the allowance Is 
reduced to nU. I now propose to change this system altogether, 
applying a standard schedule of rates to all earned Incomes and 
imposing a higher surcharge on unearned incomes. I have come 
to the concluaion that our existing rates of direct tax at top levels 
deprive the tax structure of all flexibility. It is said that they tend 
to diminish the Incentive for work but I am aware that they 
encourage large scale evasion. It is now recognised that the very 
high rates of direct taxation in the top income brackets in many 
countries of the world are in practice tolerated or tolerable only 
because of considerable evasion that takes place. In other words, 
the high rates tend to be applied to a corroded tax base. I now 
propose a revised schedule of these rates and introduce a new 
scheme of surcharge levy which will mean that the total of the 
income-tax, super-tax and surcharge for the highest slab wiR be 
brought down from the existing level of 91‘8 per cent to 84 per cent 
for unearned and 77 per cent for earned incomes. The surcharge 
will be 5 per cent on the tax computed at the standard schedule 
rates for earned Incomes up to Rs. 1 lakh and 10 per cent on incomes 
in excess of that sum. For unearned incomes, there will be a uniform 
surcharge of 20 per cent over the standard schedule rates. When 
a person’s income is partly earned and partly unearned, the unearned 
Income will be considered to belong to the slab in which the earned 
Income ends and to higher slabs where necessary. The rates for 
the lower slabs have been adjusted in keeping with this change In 
respect of top slabs. To provide relief to the middle classes, I 
propose that no surcharge on unearned Income be levied where the 
total income does not exceed Rs. 7,500. The reduction in the rates 
of direct taxation will cost the Exchequer Rs. 7-1/2 crores. This 
reduction should, however, be judged in the light of the other changes 
in direct taxation which I mention later. 

52. I propose also to widen the present income-tax base by 
reducing the taxable minimum from Rs. 4,200 to Rs. 3,000. The 
minimum limit had been raised over the past few years mainly for ad¬ 
ministrative reasons. An income of Rs. 4,200, modest though It Is in 
absolute terms, is quite a large multiple of the average level of 
incomea in the country. It is reasonable to expect that those with 
iki Income over Rs. 3,000 should also make their contribution, how¬ 
ever, small, to the public exchequer, and should come within the 
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range of direct taxation. As development proceeds, there will, I 
expect, be a large and progressive increase in the number of incomes 
within this range and I think it is essential if the Exchequer is t6 
benefit proportionately from the expansion of incomes consequent 
on development, that these incomes are brought within the income* 
tax range. I therefore, propose to place the exemption limit now 
at Rs. 3,000 for Individuals and Rs. 6,000 for Hindu Undivided 
Families. I propose, however, to couple this with an increased 
allowance for married people. The extra tax-free slab of Rs. 1,000 
which at present applies to married people will now be raised to 
Rs. 2,000. The wider coverage of income-tax consequent on this 
set of proposals will bring in about Rs. 6 crores this year. 

53. My next proposal relates to the taxation of Companies. I 
propose to raise the income-tax payable by Companies from the 
present level of 4 annas in the rupee to 30 per cent and the Corpo* 
ration Tax from the present level of 2 annas 9 pies in the rupee to 
20 per cent. As Hon. Members are aware, shareholders of Com* 
pames are entitled to credit of income-tax paid on their behalf by 
the Company. The net effect of the proposal to increase income-tax 
on Companies will, therefore, not be very significant. It will to 
some extent help us to check tax evasion. 

The need for corporate savings is as great as ever. In view, 
however, of the increase proposed by me in the rdte of Corporation 
Tax, I propose to reduce the Excess Dividends Tax— 

to 10 per cent on distribution of dividends between 6 per cent 
and 10 per cent of the paid-up capital, 
to 20 per cent on distribution between 10 per cent and 18 per 
cent of the paid-up capital, and 
to 30 per cent on the balance. 

During the debate on the Finance (No. 3) Bill introduced by me 
last December, reference was made by certain Members to the 
stimulus that my proposals were likely to give to bonus share 
Issues. I was aware then that with the Increase in the rates of 
Excess Dividends Tax and the introduction of the Capital Gains 
Tax, there should be some change in the rates of tax on bonus Issues. 
I have considered this matter and propose to raise the tax thereon 
from the present level of 124 per cent to 30 per cent. 

54. At present, rates of super-tax for inter-corporate dividends 
are about 17 per cent for Indian Companies and 20 per cent for 
foreign companies. With increase in the basic rates of Corporation 
Tax, these rates r^uire adjustment. I propose accordingly, to 
reduce the rate of inter-corporate super-tax to 10 per cent for both 
Indian and foreign companies on dividends received from Indian 
subsidiaries. The effect of this will be that, so far as foreign epm- 
panies working through subsidiaries are concerned, the total tax 
payable by them will remain pfactioally Unaltered. Similarly, for 
foreign companies operating through branches and earning other 
incomes, the rate of Corporation Tax will bh reduced from 36 per 
cent to 30 per cent, I expqct that, with these changes, there will 
be some encouragement to the investment of foreign capital in 
India. 
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55. My next proposal with regard to Companies relates to the 
tax on undistributed profits of companies in which the public are 
not substantially interested. This tax has frequently been the 
subject matter of considerable argument. The principle on which 
the tax is based is unexceptionable, namely, that Individuals having 
income in the higher brackets should not be allowed to avoid pay¬ 
ment of super-tax by forming close corporations and not distribu¬ 
ting their profits in such corporations. However, in the context of 
our development plans, we have to balance against the need to 
prevent super-tax avoidance the needs of companies for funds re¬ 
quired for expanding industrial activities. I propose to reduce to 
45 per cent the minunum percentage of available profits which an 
industrial company of the above type should distribute in order to 
avoid the penal consequences of Inadequate distribution; for non- 
industrial companies the percentage will continue to be retained at 
60 per cent For a company which derives profits partly from 
industrial activities and partly from other activities, the minimum 
distribution required will be 45 per cent of available industrial 
profits and 60 per cent of other available profits. Investment com¬ 
panies will be required to distribute 100 per cent as usual. In cases 
where the accumulated profits and reserves are not less than the 
paid-up capital or the value of the fixed assets, the minimum per¬ 
centage required to be distributed is at present 100 per cent for 
all companies. I propose to reduce the percentage to 45 per cent 
for the industrial companies and 90 per cent for others. With these 
reductions in the minimum amount required to be distributed, it 
will be unnecessary to continue the present scheme of adjudication 
by the Commissioner of Income Tax and the Board of Referees on 
the business needs of companies seeking total or partial exemption 
from the operation of the provisions relating to minimum distribu¬ 
tion- 

66. There are certain other minor changes proposed upon which 
I do not wish to dilate here. These relate to exemption from income- 
fax of employer’s contribution to a recognised provident fund, in¬ 
crease in the percentage of the income that will qualify for rebate 
of income-tax if saved in the provident fund or insurance, limita¬ 
tion on the carry-forward of losses, etc, I have also taken the 
opportunity of redrafting the provision relating to deposits to be 
made by companies of a portion of their undistributed profits and 
development rebate and depreciation allowances so as to bring out 
the Government’s intention more clearly. 

57. Altogether, the changes I propose in the taxation of Com¬ 
panies will bring in additional receipts amounting to Rs. 7i crores. 

58. I come now to two new tax measures designed to alter the 
tax structure in a way that will ensure a more effective and at the 
same time a more equitable basis for taxation. My first proposal 
is to levy a Tax on Wealth. It is recognised that income as defined 
by existing Income Tax laws and practice is not a sufficient measure 
of tax paying capacity and that the system of taxation on incomes 
has to be supplemented by taxation based on wealth. 
This is more equitable and it also promises, over a period, to reduce 
the possibilities of tax evasion. I mentioned earlier the reliefs in 
income-tax at top levels of income which I am Introducing this 
year. These reliefs are meant as an encouragement to larger effort 
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and greater initiative on the basis of which alone a healthy and 
progressive economy can be buiit up. It is necessary at the same 
time to adopt other measures which are egalitarian in intent but 
which do not have a disincentive effect. The Tax on Wealth that 
I am now proposing is one such measure. This tax wili be payable 
by Individuals, Hindu Undivided Famiiies and eompanies. In the 
case of Individuals, values upto Rs. 2 lakhs and in the case of Hindu 
Undivided Families values upto Rs. 3 lakhs will be exempted. In 
respect of wealth exceeding tmt amount the rate will be i per cent 
for the first Rs. 10 lakhs, 1 per cent for the next 10 lakhs and li 
per cent on the balance. This will thus be a progressive tax which, 
together with the surcharges I have recommended in respect of in¬ 
come-tax on unearned incomes, wiii contribute towards a more 
effective taxation of the richer classes without diminishing incen¬ 
tives to earn in the process. 

59 . In the case of Companies, there will be no tax on assets up to 
a value of Rs. 5 lakhs; on values beyond that the rate wlU be i per 
cent. The Wealth Tax is intended prtmariiy as a measure of per¬ 
sonal taxation but in the peculiar economic structure of India I 
consider it advisabie not to exclude Companies from the purview of 
this tax. However, the rate of tax has to be low. This is why I have 
proposed a flat rate of only J per cent on assets above the exemption 
limit I have just mentioned. 

60. Certain properties will be exempted from this tax, Some of 
these are:— 

Agricultural properties; 

Properties belonging to charitable or religious trusts; 

Works of art; 

Archaeological collections not Intended for sale; 

Balances in recognised provident funds and insurance policies. 

Personal effects including furniture, cars, jewellery, etc., up 
to a maximum of Rs. 25,000; and 

Books and publications not intended for sale. 

With a view to achieving simplicity in the procedure for 
evaluating the various kinds of assets which form part of a business 
undertakmg, it is proposed as far as possible to treat the business 
imdertaklng as a whole as a single unit for valuation. Other assets 
will be taken at their market value. The yield from this tax is 
estimated at about Rs. 15 crores. 

The imposition of this tax as also the other measures now pro¬ 
posed should help in checking evasion. I am taking credit of Rs. I 
crores on this account. 

61. Broadly speaking, the administrative set-up and the procedure 
for assessment and appeal will be the same as for Income-tax. With 
regard to valuation of Immovable non-agricultural property, the 
assessee will be given a right of reference to an arbitration com¬ 
mittee against the decision of the first appellate authority. This 
committee will consist of a Valuer appoint^ under the Estate Duty 
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Act and another non-official member drawn from a panel of persons 
familiar with local property values. 

62. The other proposal I make is the introduction of a Tax on 
Expenditure. This is a form of taxation which has no backing as 
yet of historical experience. It is however, a tax which, given 
effective administrative arrangements, can be a potent instrument 
for restraining ostentatious expenditure and for promoting savings. 
In the present circumstances, I think all we can do is to make a 
small b^inning. I propose to levy this tax only on Individuals and 
Hindu Undivided Families whose income for income tax purposes is 
not less than Rs. 60,000. The tax will be Imposed on all expenditure 
incurred, from whatever source it may be, in excess of certain sums 
which will vary with the size of the family. The amounts excluded 
axe:- 

A basic amount of Rs. 24,000 for an assessee and his wife; and 
Rs. 5,000 for each dependent child. 

The rate of tax will be based on a slab system, the rate for each 
slab Increasing progressively with the increase in the level of ex¬ 
penditure. Thus, for excess expenditure up to Rs. 10,000 the rate 
will be 10 per cent and for higher slabs the rate will increase pro¬ 
gressively. As in the case of Wealth Tax, the administrative set-up 
and the assessment and appellate procedure will be the same as 
for Income-Tax. I propose to make this tax applicable from the 
financial year 1958-59 and therefore take no credit for any receipts 
in 1957-68. 

63. I propose to levy a tax on railway passenger fares. The rate 
of tax will be 5 per cent for distances up to 30 miles, 15 per cent 
for distances between 31 miles and 500 miles and 10 per cent for 
longer distances. No tax will be levied on season tickets. The 
yield of this tax is expected to be Rs. 14 crores in a whole year. In 
the current year, the yield will be about Rs. 8 crores. The proceeds 
of it less the amount attributable to Union Territories will have 
to be distributed entirely to the States. The States need more 
resources and railway travellers, like consumers of other commo¬ 
dities, should, under present conditions, make a contribution. I 
propose to seek the advice of the Finance Commission before I 
bring forward proposals before Parliament in regard to the actual 
distribution of the proceeds of this tax. 

Changes in Postal Rates 

64. The Postal and Telegraph Branches of the Posts and Telegraphs. 
Department are working at a loss. Except for unregistered letters 
and Inland letter cards, practically all items of postal traffic are 
carried at a loss. On a number of items like post cards, money 
orders, registered newspapers etc., the rates charged have, for 
many years, been substantially less than the cost of providing the 
service. For example, it has been estimated that the average cost 
of carrying a post card is 7*24 naye paise as against the present 
postage of 5 naye paise. This results in an annual loss of over 
Rs. 155 lakhs. Every Increase in traffic in these items—and traffic 
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has been increasing-—results in an increase in the losses. With the 
progressively increasing expenditure on construction of staff quar¬ 
ters and the provision of other amenities for the staff, the existing 
postal rates are bound to prove even more uneconomic. The open¬ 
ing of unremunerative Post Offices and Telegraph Offices as part 
of the Department’s expansion schemes under the first and second 
five year plans has contributed to the loss in the Postal and Tele¬ 
graph Branches. The Department has also been building up Its 
capital assets at a fairly rapid rate, the total capital outlay at 

P resent being about three times what it was before Independence. 

he annual provision, from revenue, for depreciation and replace¬ 
ment of these assets, as I have said before, is at present only Rs. 1'25 
crores, and it has been decided to increase this provision to Rs. 2‘50 
crores during the current year in anticipation of a detailed examina¬ 
tion of the whole question. In response to a demand which had 
been widely and persistently voiced by the book trade, both in and 
out of Parliament, Government had appointed a Committee to 
examine the question of charging a concessional rate of postage on 
bonafide books as compared with other items chargeable as packets 
so that the cost of sending books to rural areas which could be 
reached only through Post Offices might not be unduly increased. 
After considering the Book Committee’s Report, it has been decided 
to allow a concessional rate of postage on books. All these measures, 
however, inevitably result ih reducing the surplus earnings of the 
Department and of increasing the losses of the Postal and Telegraph 
Branches. To ensure the financial stability of the Department, it 
has become necessary to raise some rates. On post cards, the exist¬ 
ing rates of 5 naye paise for single and 10 naye pais6 for the reply 
post cards will be raised to 6 naye paise and 12 naye paise respec¬ 
tively. Postage on local post cards will be raised similarly from 3 
naye paise for single and 6 naye paise for reply post cards to 4 naye 
paise and 8 naye' paise respectively. For packets containing bona- 
fide books only, the postage on the initial weight slab of 5 tolas -will 
be reduced from the existing rate of 6 naye paise to 5 naye paise 
but on other packets the existing rate of 6 naye paise will be raised 
to 8 naye paise. The postage on additional weight slabs, in both 
these cases, will remain unchanged. In spite of these adjustments 
in the book, sample and pattern packet rates, the traffic in this cate¬ 
gory of articles will continue to result in a loss of over Rs. 8 lakhs per 
annum. The rates on parcels will be increased from the existing 
level of 50 naye paise for every-40 tolas or fraction thereof, to 60 
naye paise for the 1st 40 tolas or fraction thereof and 50 naye paise 
for every additional 40 tolas or fraction thereof. On inland tele¬ 
grams, the charge for every additional word over the minimum of 
8 wordg will be raised from 7 naye paise to 8 naye paise for ordinary 
and from 14 naye paise to 16 naye paise for express telegrams. The 
additional revenue expected in the current year from these increases 
is Rs. 85 lakhs. 

Recapitulation 

65. I must now recapitulate briefly the proposals I have made so 
far; — 

(i) Firstly, my proposals involve small increases of Import 
duties on a number of articles, the additional yield from 
which during the year is estimated at about Rs. 6 crores. 
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(ii) Secondly, the proposals I have made in respect of excise 

duties involve an enhancement of the rates of duty on 
various items such as motor-spirit, refined diesel oils 
and vaporising oil, diesel oil not otherwise specified, 
steel ingots, cement, sugar, matches, unmanufactured 
tobacco other than flue-cured, vegetable non-essential 
ofl-s, and paper. The additional revenues on this account 
are estimated at Rs. 53'20 crores for the remaining 
portion of the current financial year but Rs. 4'2 crores 
will be payable to the States as their share of the addi-^ 
tional duties on tobacco and matches. 

(iii) Thirdly, the proposals I have made in regard to personal 

income-tax and super-tax are estimate to bring in 
Rs. 25 crores in the current year of which the share Of 
the States on account of Income-tax will come to Rs. 3 
crores. The reduction in income-tax and super-tax 
rates involve a loss of Rs. 7'5 crores. The lowering of 
the exemption limit is estimated to yield Rs. 5 crores^ 
The adjustments in Company taxation will yield about 
Rs. 7'5 crores. The Tax on Wealth is estimated to yield 
Rs. 15 crores, and to this I add Rs. 5 crores by way of 
better collections of income-tax reflecting a reduction 
of tax evasion. The changes I have suggested in direct 
taxation do not make a big addition to public revenues 
this year but I expect that they will make an increasing 
contribution to the Exchequer as we get more experi¬ 
ence with the new forms of taxation I have proposed 
and as the machinery for assessment and collection 
gets geared to its new tasks. 

(iv) Fourthly, I have proposed a tax on fares payable by 

passengers travelling by Railway. This will yield Rs. 8 
crores which will be distributed entirely to the States. 

(v) Fifthly, I have proposed changes in postal and telegram 

rates which are expected to yield a revenue of Rs. 85 
lakhs. 

(vi) Sixthly, I have proposed an Expenditure Tax which will 

be effective from 1958-59 but will apply to expenditures 
Incurred in 1957-58. 


66. The net accretion to the Central revenues as a result of these 
proposals will amount to Rs. 77-85 crores and the revenue budget 
will now show a surplus of Rs. 44-73 crores. Ordinarily, the over¬ 
all deficit would, ks a c’onsequence, amount to Rs. 290 crores, if the 
additional revenue of Rs. 15 crdies which would be passed on to 
the States as a result of these proposals is not taken into account. 
As Hon, Members will observe from the White Paper, Central 
assistance to the States for financing the Plan during 1957-58 has 
been placed at Rs. 278 crores. As a result of the additional revenue 
accruing to the States, there will therefore be a corresponding 
reduction in this figure, the reduction being taken in the provision 
for loans to State Governments. The overall deficit will thus 
amount to-US'. 275 crores and.will be met by expansion of Treasury 
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Taxation and Development 

67. I would like to say a few words about the Import of these 
proposals. We are pledged to move in the direction of a socialist 
society. This means that we wish to develop an efiQcient system 
of production and an equitable pattern of income and wealth which 
■wdll ensure well-balanced progress. Such a system r^ulres a 
strengthening of incentives to work and to save. This is the 
rationale of my tax concessions on earned incomes. A stasidakd 
rate of tax on earned incomes, and a differential rate for taxation 
of imeamed incomes, coupled with a tax on wealth and a tax on 
expenditure, will give us a better basis for assessment of 
tax liability, especially in respect of higher Income ranges, 
and will help us to close progressively the loop-hole& for 
tax evasion and corrosion of the tax base. If I have brought down 
the exemptibn lirtiit for tax liability it is, firstly, because the pre¬ 
sent limit is too high in relation to the average level of incomes in 
the country, and secondly, because I am of the view that the ground 
ihust be prepared from now on for bringing into the tax net the 
increases in incomes which will take place in these ranges in the 
coming years. All my proposals in the field of direct taxation form 
an inter-related whole, and should, I suggest be judged as such. 

68. My proposals in respect of company taxation are designed 
not merely to increase revenues but also on balance, to encourage 
the ploughing back of profits through a check on dividend distribu¬ 
tion. These measures are not intended to curtail genuine invest¬ 
ment in the private sector, though it would not be unreasonable to 
assume that a slight slowing down for a short period will not, in 
present circumstances be undesirable. There are, however, other, 
devices to regulate private investment. I wish, therefore, to retain 
the bias in the tax structure in favour of corporate investment. It 
is for this reason that I have left untouched the existing liberal 
depreciation allowances and the system of development rebates, 
which it is recognised on aU hand, are a powerful incentive for 
investment. I have also, as I mentioned earlier, re-adjusted the 
tax rates to encourage foreign investment. I recognise that the 
shareholder or the mvestor expects to get a reasonable return on 
his capital, but I also think that under modern conditions there is 
even greater need for providing incentives for those who work and 
manage concerns and thus fall within the category of earned in¬ 
come earners. 

69. My proposals involve a raising of burdens on the near 
necessities of the common man. This is inevitable in the present 
circumstances. These burdens, large as they may look m the 
aggregate, have a low average incidence. A process of development 
in a country where most incomes are low cannot be financed with¬ 
out calling for sacrifices from all sections of the community, and 
there are special reasons at this juncture for applying some restraint 
on consumption in order to check inflationary pressures and to 
stimulate exports. I recognise, at the same time, the need in 
particular sectors may well be from time to time to assist in 
maintaining consumption at a reasonable level in terms of the 
TYimiTm iTTn nutritional standards, and to this end, it may be necessary 
to subsidise food. My intention, therefore, is to build up from out 
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‘of the additional receipts of taxation a food subsidy fund of the 
order of Rs 25 crores. 'ITiis fund will be used to keep down food 
prices, particularly for the more vulnerable areas. 

70 The proposals that I have Inade will still leave the overall 
deficit for the year at a level somewhat higher than I would consider 
safe; but it is not unwise in my jud^ent to run a measure of risk 
especially if by domg so the expansionary impulse in the economy 
can be maintained at a reasonably high level A budgetary deficit 
mvolves creation of fresh purchasmg power. It implies that, on 
balance, Government puts more purchasmg power into the hands of 
the public than it withdraws from it. The stresses and strams that 
have developed in the economy are a warning against unrestricted 
deficit financing. I am not against deficit financing as such; ] 
recognise it can play a role m promoting development. But, it is 
a medicine to be taken m small doses; it is not food that would 
sustain the system. On the whole, I doubt if we shall be able over 
the Plan period to undertake deficit financing of the order mdicated 
In the Plan, and this means we have to raise more resources by 
taxation, loans and small savings. Considermg the needs not only 
of the current year but also of the next few years in terms of the 
second five year Plan, I am convinced that the measures I have 
placed before the House today are essential and salutary. 

71. Indeed, I feel confident that over a period, they will help us 
in getting out of the stagnancy of public revenue relatively to 
national mcome, which is a bottleneck from the point of view of 
further developmental planning The ratio of public revenues to 
taxation in India is low, even hy the standards of relatively under¬ 
developed countries. The way to raise it is to mitiate structural 
changes in the tax system so as to make it more progressive in terms 
of returns. The emphasis of my proposals is on this aspect of the 
taxi problem The propriety of the changes I have suggested should 
be judged in this light rather than in terms of their immediate yield 
I have in effect, outlined the tax structure for the Plan period There 
will, undoubtedly, have to be some adjustments in this structure 
from year to year, but I expect that these adjustments will be 
relatively small and of a marginal character. For the rest of the 
Plan period, our aim will be to watch how the changes I have 
initiated this year work in practice and how the system can be 
improved upon — to the benefit of the taxpayer no less than in the 
interest of the tax-receiver. Within this broad framework, I 
believe, all concerned can proceed with their plans with confidence 
and assurance c^f sympathetic consideration by Government of any 
genuine difficulties. 


Conclusion 

72. This brings me to the end of my story; I am aware that the 
policies and proposals I have placed before you add up to a varied 
and somewhat formidable bill qf fare But the exigencies of the 
situation demand nothing less. There are moments m the history 
of every nation when it must advance on a great many fronts at 
the same time. The task before us is not merely one of raismg 
resources for the immediate needs of the Plan. We have also to 
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attempt at the same time a rationalisation of the tax structure so 
that it can sustain a mounting crescendo of developmental effort in 
the years to come. I am one of those who also believe that the 
greater advances towards economic equality and positive social 
improvement are made in difficult times when the conscience and 
the solidarity of a people are raised to the highest pitch. This I 
believe is one of the chief lessons of the second world war. Sacrifice 
on a nation-wide scale and injustice or excessive inequality go ill 
together. And that is why I have endeavoured in the present budget 
to snatch from the needs of the moment an opportunity for impart¬ 
ing a nqvv turn to our tax structure towards greater efficiency and 
equiy. A heavy responsibility rests on us all at this juncture, and 
I have presents to the House an approach in terms of policies and 
of proposals which is to the best of my judgment appropriate to this 
responsibility. I hope when the time comes for someone to judge 
whether we rose to the occasion or not, we shall have to our credit 
a record worthy of this House and of the nation. 
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SUMMARY 

OF FINAL 

ESTIMATES 



(In lakhs 

of Rs.) 

Revenue 

Budget 

Revised 

Budget 


1956-57 

1956-57 

1957-58 

Customs .... 

150,00 

171,00 

162,00 \ 
+6,00*/ 

Union Excise Duties 

170,35 

188,73 

209,431 

+49,00*/ 

Corporation Tax . 

48,24 

48,24 

50,50 1 
+ 4,25*/ 

Taxes on Income other than 




Corporation Tax 

86,35 

82,61 

85,96 1 
+2,75*/ 

Estate Duty .... 

18 

II 

9 

Taxes on Wealth 


. . 

15,00* 

Opium ..... 

2,10 

2,24 

2,50 

Interest .... 

549 

5,24 

4,90 

Civil Administration 

11,06 

15,49 

43,21 

Currency and Mint 

23,67 

24,48 

36,02 

Civil Works .... 

2,39 

2,70 

2,95 

Other Sources of Revenue 

19,39 

19,32 

27,65 

Posts & Telegraphs — Net con- 




tribution to general revenues . 

1,60 

5,30 

3,091 
+85*/ 

Railways — Net contribution to 



general revenues . 

6,57 

6,03 

6,67 

T OTAL Revenue 

527,39 

571,49 

634,971 

+77,85*/ 

Expenditure 




Direct Demands on Revenue . 

37,15 

37,92 

41,80 

Irrigation .... 

5 

8 

10 

Debt Services. 

35,50 

38,21 

35,00 

Civil Administration 

135,91 

133,64 

191,02 

Currency & Mint . 

3,76 

5,02 

6,72 


Effect of budget pioposalt. 
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Civil Works & Miscellaneous Public 
Improvements 

15.90 

14,54 

15,93 

Pensions .... 

8,84 

8,98 

9,17 

Miscellaneous : 




Expenditure on Displaced 
Persons 

21,42 

21,86 

22,50 

Other Expenditure . 

30,23 

28,32 

44,05 

Grants to States etc. 

38,00 

29,60 

25,23 

Extraordinary Items 

14,70 

1243 

23,86 

Defence Services (net) 

203,97 

202,95 

252,71 

Total Expenditure 

545,43 

533,55 

668,09 


Surplus (+■) 


Deficit (—) {—) 18,04 (+) 37,94 (—\ 

(+) 77 , 85 V 


* Effect of budget proposals. 
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